
B-275951 

June 24,1997 

Subjecfi: J%ancial Audit ReconciEation.of-Fund Balahs with ‘hasutv . 

As you know, under the Government Management Reform Act of 1994 (Pubtic 
Law 103-356), GAO will au& starting with &cdl year 1997, the Consolidated 
Financial statements of the US. Government prepared by the Department of the 
‘lkeasury. The monthly process used by federal departmen& and agencies, and 
Tredsuzy, in reconciling the Fund Balances with Treasmy accounts is a key 
inteinal control over federal receipts and disb ursements. As such, a major 
focrisofourauditwillbeto~~theoverall~~~essofthis 
recGhliationprocess . 

The purpose of m.letter is to (1) provide hforznation on key Beasuzy and 
agen;cy ?- and procedures for reconc&Gons of Fund Balances with 
Tr 

=t? 
accounts and alert you to our concerns and certzin issues related to 

these ,econciliaticms that have emerged in our work to date (see enclosure I), 
and (2) provide guidance and suggested audit procedures for Fund Balances 
with TLhasmy accounts to assist you in developing audit plans for your audits 
of heal year 1997 financial statements. (See enclosure IL) 

We worked with the Federal Audit Executive Council and representatives of the 
Council’s FInanciaI Statement Network Group, as well as Treasuy’s F%nancial 
Mkagement service, to obtain their input in developing the two enclosures. 
We appreciate the z&stance these groups provided. 

We expect that other audit issues will surface during the performance of our 
audit of the ConsoEdated F3nancial statements of the U.S. Go vemment As they 
do, we plan to follow the same approach as we used for this issue for. obtaining 
input Corn the hpector General communi~ before mg any mate&L 

We are sending copies of this letter to the office of lbianagement and Budget 
and the Chief Rnancial officers of the 24federal executive agencies covered by 
the Chief Financial OfWers Act of 1990. If you have any questions regarding 
the information in this letter, please cal3 me at (202) 512-2600, or Gang &gel, 
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Associate Director, at (202) 512-8815. Other major contributors are listed in 
enclosure lIL 

sincerely yours, 

. Ass&ant Comptroller General 

Enclosures 
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ADDRESSEES 

The Honorable Jefkey Rush, Jr. 
Inspector General 
Agency for International Development 

The Honorable Roger C. Viadero 
Inspector General 
Department of Agriculture 

The Honorable Frank D. DeGeorge 
Inspector Gene@ . 
Depaxtment of Commerce 

The Honorable Eleanor Hill 
Inspector General 
Department of Defense 

The Honoqble Thomas R. Bloom 
. InspectorGeneral 

Department of Education 

The Honorable John C. Layton 
Inspector General 
Department of Energy 

l$ikki L Tinsley 
Actkg Inspector General 
Environmental Protection Agency 

The Honorable George J. Opfer . 
Inspector General 
Federal Emergency Management Agency 

The Honorable William R. Barton 
Inspector General 
General Services Admin&ration 

The Honorable June Gibbs Brown 
Inspector General 
Department of Health and Human Services 

The Honorable Susan Gaf%ey 
Inspector General 
Department of Housing and Urban Development 

. 
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The Honorable Wilma k Lewis 
Inspector General 
Department of the Interior 

The Honorable Michael R. Bromwich 
Inspector General 
Depar&nent of Justice 

The Honorable Charles C. Masten 
Iwpector General 
Department of Labor 

The Honorable Roberta L Gross 
inspector General 
.National Aeronautics and Space Admit&ration 

Unda G- Sundro 
Inspector General 
National Science Foundation 

The Honorable Hubert T. Bell 
Inspector General 
Nuclear Regulatory Commission 

The Honorable Patrick E. McFarland 
Inspector General 
OfEce of Personnel Management 

The Honorable James F. Hoobler 
Inspector General 
Small Business Admix&ration 

The Honorable David C. Williams 
- Inspector General 

Social SecuriQ Administration 

The Honorable Jaquelyn Williams-Bridgers 
Inspector General 
Department of State 

The Honorable Kenneth M. Mead 
Inspector General 
Department of Transportation 
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The Honorable Valerie Lau 
Inspector General 
Department of the Treasury 

William T. Merriam 
Deputy Inspector General 
Department of Veterans Affairs 
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ENCLOSURE I ._ ENCLOSURE I 

Most federal agencies&e the central banking services provided by ‘Ikeasury’s Financial 
Management Service @ ‘MS} and do not maintain cash in separate bank accounts.’ Each 
agency records its budget spending authority in an asset account within its own general 
ledger called Fund Balances ‘with Treasury, and increases or decreases this account :. 
balance during the year as EMS colIects or disburses money on the agency’s behalf. Also, 
some agencies have authority to disburse funds on their own behalf. These agencies still 
must maintain a IQnd Balances with Treasury account and follow Treasury’s reporting 
and reconciling requirements. 

Even though ‘Ikeasruy serves as the cent& banker for most federal agencies, unlike 
commercial banking institutions, it does not maintain independent accounting records of 
each agency’s Fund Balances with Treasury accounts. Instead, Treasury relies on 
monthly data reported by agencies for its record of agencies’ Fund Balances with 
Tressmy account balances- 

Treasury policies require each agency to either submit monthly Statements of 
Transactions (Standard Form 224) or Statements of Accountability (Standard Form 1218 
or 1219) to report its coIledion and disbursement activity along with other Ucial 
information. Also, ‘I’reastuy requires each agency tn submit a Year-End closing Statement 
@ ‘MS Form 2108) showing the funds unobligated under each of its appropriation and fund 
accounts However, these statements do not reflect unreconciled differences. Thus, the 
accuracy of the appropriation and fund account baknces reported on these year-end 
statement& depends on whether an agency has properly reconciled differences reported 
by Treasury during the year. 

Treasury has designed various internal controls to ensure the reliability of financial data 
reported by agencies. For instance, Treasury compares monthly cash receipts and 
disbursements transactions reported by agencies to those reported by other sources of 
financial data, such as the Federal Reserve, commercial banks, and FMS Regional Finance 
Centers. When Treasury identies discrepancies, it notifies agencies in a monthly 
“Statement of Differences” report @ ‘MS Form 6652). 

Agencies are responsible for investigating the Werences shown in the monthly 
“Statement of Differences” reports and reporting to ‘Ikeasuxy any necessary adjustments to 
their Fund Balances with Treasury accounts. Agencies report adjustments on Standard 

‘For ease of discussion, we use the generic term agency in the enclosures to denote 
governmental entities. 
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ENCLOSURE I ENCLOSURE I 

Form 224 or Standard Form 1218 or 1219. Treasury sends a reminder letter to an agency 
if it has not reconciled a difference of over $1 million within 3 ,months. Treasury also 
sends a reminder letter if an agency has not reconciled a difference of over $100,000 
within 5 months. 

In most cases, if agencies still have not reconciled differences within 6 months, Treasury 
transfers the differences to clearing accounts-called Budget Clearing Accounts (BCQAs]? 
After this transfer, Treasury reports the net BCA balances to the agencies monthly on an 
Undisbursed Appropriation Account Ledger (EMS Form 6653), but no longer reports . 
individual differences outstanding, or sends reminder letters to the agencies. Treasuryk 
procedures differ when it identifies individual differences of over $5 million (called “large 
difkrences”). Treasury attempts to clear these large differences quickly by contactkg the 
agency by telephone. However, if an agency StilI has a lwae difference outstanding after 
6 months, Treasury continues to report the difference to the agency on a monthly 
“Statement of Differences” report and does not transfer it to the agency’s BCA 

Table 1 identifies the steps Treasury takes to verify collection and disbursement data 
reported by agencies and the reports Treasury sends to agencies on the results of its 
verificaiion activities. 

?3CAs are one of several clearing accounts used to hold collections and disbursements 
until they can be properly classified in applicabIe receipt and expenditure budget 
accounts. The BCA for collections is E3878, and the BCA for disbursements is F3879. 
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ENCLOSURE I ENCLOSURE I 

Table 1: FMS Stem to Verifv Data AffecGM Agencv Fund Balances With Treasum 
Accountss 

VT?RTPTCATlON OF COLLFXTION DATA 
e 

Agencies report CA$HLINI system data 
cf~~.-yntbly on (Cttz &is 2 

FMS compares monthly Monthly Stateinents of 
collection totals Differences @‘MS 6652) 

0 reported on agency SF for each month until 
Tlansactions (SF 224) 
or Statenients of 

report colkctions 224~5, SF 1218/122ls, or the difference is 
received from and on SF l219m2os to cleared or tmnsferred 

Accountability behalf of government transaction data totheBCA 
actions (SF 121Wl221 agencies) available in CA$HLJNK 
or SF 1219/1220) Monthly detailed 

FMS contacts agencies support Ii!% of 
by telephone for large 

&&g For agencies differences (over $5 ~~~po*d - 
which report on SF l3c?j&cIncA$cA$HLINIs million)inanattempt 
1218 or 1219, electronic electronic to clear these items 3;month letters 
disbursements are disbuxsements are SuicMy notifying agencies of 
net&d against reported as “negative out&ding differences 
collections collections”, or debit FMS charges agency greater than $1 million 

vouchels Budget Clearing 
Accounts (BCAs) for 5month letters 
any differences noti@ing agencies of 
outstandjng after 6 outstanding di&re.nces 
iuonths (except those greater than $loo,ooo 
greater than $5 million 
orlessthan$50) Notifications of 

individual charges to 

=I? BcAs P-MS 

Monthly appropriation 
and receipt account 
ledgers @‘MS 6653 and 
6655) showing the 
account activity and 
net balances for each 
month’s appropriation, 
fund, receipt, and 
budget clearing 
account 

L 

SThe primary source for the information shown in Table 1 is the Treasuxy Fbancial 
Manual, sections 2-3100,2-3300,2-3900,2-4200,4-6000,6-2000, and 64000. 
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ENCLOSURE I ENCLOSURE I 

Table 1 (continued) 
R VERTFTCATlON OF DISBURSEMENT DATA -. .--- --------- -- 
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Verification of Treasmy Disbursement Of&e Cl’DO) Agency Disbursements 

Agencies for which FMsRFcAgency 
Con&mat-ion Reports 

~~p~mm~thly M$hly &atements of 

(These reports include reported on agency SF 
Dlf&rences @MS 6652) 

disburse money submit 
monthly Statements Of 

~~~~~d and 
Ee eazagcysunt13 

224~~1 disbusement - - 
data on RFC repor&, cleared or transf-d 

Transactions (SF 224) disbursements OPAC, or RF’RB to the BCA 
accomplished on behalf transcripts 
of the agency) Monthly detailed 

support list&s of 
-0ns reported 

telephone for large 
differences (over $5 b&-9 opAc2 and 
F$i ge:azt 

3month letters 
Age&es for which . On-Line Payment and 

Cokction system data 
W&Y notifying agencies of 

FMSRF’Csdisbxnse 
money report net (OPAC is used by 

outstanding differences 

agencies to accomplish 
FMS charges agency greater than $1 million 

interagency 33CAs for differences 
transations monthly interagency outstanding after 6 &month letters 
onSF224 tilansactions) months (except those notifying agencies of 

greater than $5 million) outstanding dmrences 
greater than $loo,ooo. 

Notifhtions of 
individual charges to 

Agencies which Richmond Federal 
disburse money via 

Monthly appropriation 

Letter of Credit (LOC) 
and receipt account 
ledgers (FIG3 6653 and 

submit separate detailing LOC “draw- 
monthly statemen- of downs” 

66553 showing account 

Transactions (SF 224) 
activityandnet 
balances for each 
appropriation, f=& 
receipt, and budget 
clearing. account 
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ENCLOSURE I . ENCLOSURE I 

able 1 (contiuedl 

Verification of Non-Treasury Disbursing office (NTDO} Agency 3Xsbursements 

Verification of Interagency Ykinsactio~ 

Nmo agencies report 
net interagency 
transactions on SF 
1218/1221 or SF 
1219/1220 

On-line Payment and 
CoIlection system data 

Verification of Checks Paid: 

NTDossubmittapes 
detailing checks issued 
and Month-end Checks 
Issued Summaw 
reports (SF 1179) 

g~wt=mm~tW 
reported on agency SF 
1218&?2ls, or SF 
1219/122os to 

!ii2?“” data in 

FMS contacts agencies 
immediately by 
telephone for large 
differaces (over $5 
million) in an attempt 
tocleartheseitems 
quicldy 

FMs charge agency 
BCAs for differences 
outstan- after 6 
months (except those 
greater than $5 million) 

Monthly Statements of 
Illfferences pTvls 6652) 
for each month until 
the difference is 

:s&-- 

Monthly detailed 
support Btings of 
transactions reported 
by OPAC 

?-month letters 
noti@ing agencies of 
ols.tstm~ differences 
greaterthan$1million 

5month letters 
notifying agencies of 
outstanding diarences 
greater than $100,000. 

Notikations of 
individual charges to 
~myl~ BCL+S W 

Monthly appropriation 
and receipt account 
lecQers@‘MS6653and 
6655) showing account 
activity and net 
balances for each 
appropriation, fund, 
receipt, and budget 
cl- account 

Federal Reserve Banks Check Payment and 
submit tapes detailing Reconciliation (CP&R): 

Advice of ceck Issue 

checks paid FMS performs a check 
by check comparison of 
checks issued to checks 
paid by the banking 
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ENCLOSURE I 

‘able 1 fcontinuedl 

VerifIca,tion of Checks Issued: 

Accountability/I’rans- 
actions (SF 12Wl221 
or SF l219A220) 

Agencies report 
collections and 
CgbGS Iyw 

Transactions (SF 224) 
or Statements of 
Accountabiifhnsact 
ions (SF l2Wl221 or 
SF 1219/1220) 

Does not apply 

adjustment5 made on 
FMS 5206 in CPiws 
verification of checks 
paid) to the agency data 
reported on SF 
1218/1221 or SF 
1219/l220 

lNCIES lNCIES ,:. I........... ..:., :.:.:.:.:. ,.,., :.:..:.. ,:. I........... ..:., :.:.:.:.:. ,.,., :.:..:.. ..:. .', ..:. .', ..:. .::; .,:/ ::.:,.: .'; ,..;:: ,.,.:., ::.:i:' ..:. .::; .,:/ ::.:,.: .'; ,..;:: ,.,.:., ::.:i:' 
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Treasury Prepares 
agqxopliatknwarrants, 
and FMS records 
a%iTrg flg=diw 

appropriation and fond 
account in its central 
accollntingsystem - 

=w- 
appropriation and fund 
account balances based 
on collections, 
disbursements, and - 
ac@stm~ts reported by 
agencies on monthly SF 
224s, SF 1218/122ls, 
and SF 1219/1220 

4 -, 6 -, & &month 
letters notifying 
agencies of any 
Outstanding 
discrepancies over ‘$50 

Yearend Clwing 
sfatement @MS 2108 - 
collmm 2) showing 
preslosing unexpended 
balauces in agency 
appropriation and fund 
accounts 

&&FMS2108 
balances do not reflect 
unreconciled 
difkrences, thus their 
accuracy depends on 
whether an agency has 
properly reconciled 
differences reported by 
Treasury-Y- 
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ENCLOSURE I ENCLOSURE I 

CONCERNS AND ISSUES RELATED TO RECONCXLIATION OF 
FUND %ALANCES WITH TREASURY ACCOUNTS’ 

Agencies generally are not reconciling their Fund Balances with Treasury accounts in a 
timely manner. For instance, as of March 31,1997,l’Yeasu@ reports showed that about 
64 percent of the federal entities that report financial data to Treasury had unreconciled 
differences in their collection and disbursement BCAs! This indicates that agencies&ad 
not implemented effective internal controls to ensure timely reconciliation of differences 
because they had not reconciled the individual differences of less than $5 million 
identjfied by Treasury at least 6 months earlier. 

BCA activity is an indicator of timeliness problems, but it does not reflect what may be a 
larger problem. For March 1997, federal agencies had billions of dollars of individual 
differences greater than $5 million reported on Statements of Differences to be 
reconciled. Unless agencies implement effective internal controls to reconcile on a 
month-to-month basis, there is an increased risk that these large differences will not be 
reconciled prior to the required reporting date for departmentwide ijnancial statements. 
As such, these year-end statements may not be accurate. Also, agency managers run the 
risk of over spending or over obligating if they do not have current and accurate 
information on amounts in their Fund Balances with Treasury accounts. 

Tfeaswy has aclmowledged the problem about unijrnely agency reconciliations and acted 
to encourage agencies to resolve their clearing accounts. Specifically, during the months 
of July through September 1996, Treasury sent letters to agencies notifying them of the 
balances in their BC& and clearing accounts containing large differences and asked them 
to develop plans for clearing these balances.6 It is too early to lurow what impact these 
letters will have on future timeliness of reconciliations, but it is important for agency 
auditors to monitor the results of such efforts. 

?he results of the analyses included in enclosures I and II were based on data we 
obtained Tom F’MS on agency BCA balances and large differences. Our analyses relied on 
the FMS data and we did not attempt to verify the accuracy of the data. 

?he agency reporting entities we.refer to iu this enclosure represent Treasury’s groupings 
of Agency Location Codes (AL&). Because there are over 2,000 ALCs, Treasury combines 
agency ALCs into broader reporting groups for ease of reporting. As of March 31, 1997, 
Treasury reports idenaed 190 of these groups. 

WS sent these letters to a total of 49 Chief Financial officers, Deputy Chief Financial 
Officers, or other high-level agency officials in order to achieve wide coverage of the 
numerous federal entities that report financial data to fieasury. 
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Also, to ensure the accuracy of its financial statements, au agency must thoroughly 
research the cause of di.&rences reported by Treasury. Only-after adequately researching 
its accounting records and reports can an agency determine the cause of the problem and 
make the proper adjustment to its F’und Balances with Treasury accounts, or advise 
Treasury to correct its records. Our previous audits of individual agency financial 
statements have often identified instances, involving billions of dollars, where agendes 
were adjusting their accounts to reflect the amounts reported by Treasury without . 
adequately researching the causes of the differences. Accordingly, there was no 
assurance that the agency financial records reflected the correct balances. Unless 
agencies implement effective internal controls to ensure that differences are being timely 
and thoroughly researched, there is a risk that agencies will make unsupported 
adjustments. 

13 GAOMMD-97-104R Reconciliation of Fund Balances 



ENCLOSURE II . . ENCLOSKRE II 

AUDITOR GUIDANCE 

Because most assets, liabilities, revenues, and expenses stem from or result in cash 
transactions, misstatements in the receipt or disbursement data sect the accuracy of 
various U.S. government fmaucial reports, such as the MontNy Treasury Statement, 
individual federal agencies’ financial statements, the consolidated govemmentwide 
kancial statements, and agency budget execution reports. Therefore, audits of agencies’ 
f&xancial statemenIs should determine if the agencies are properly reporting cash 
transactions to Treasury and properly reconciling F’und Balances with Treasury accounts 
to ensure the accuracy of the transactions recorded in their accounting records and 
reported to Treasury. 

Based on our previous audits and the preliminary results of our work on the overall 
reconciliation process, we have identified objectives and approaches that we believe 
should be included in an audit plan for testing individual agency reconciliation processes. 
We believe that addressing the following objectives will enable auditors to gather 
sufficient evidence to test an agency’s Fund Balances with Treasury accounts. Therefore, 
we suggest that auditors determine whether agencies adequately 

- prepare the monthly Statements of Transactions (Stanaard Form 224) or Statements of 
Accountability (Staudard Form 1218 or 1219) using the same detailed accountiug 
records of collection and disbursement transactions that are used to prepare the 
agencies’ fmancial statements; 

- research and resolve the underlying causes of differences reported by Treasury on the 
“Statement of Differences” @ ‘MS Form 6652) each month and make proper 
adjustments to monthly Treasury reports and agency accounting records, 

- research the cause and make proper adjustments for the unreconciled differences 
older than 6 months which were transferred to BCAs and reported by Treasury on 
“Adjustment of Agency Deposit/Debit Vouchers for Adjustment of Agency 
Undistributed Differences Report” @ ‘MS Form 5901); _ 

- determine that pre-closing fund balances reported by ‘Ikasmy on the Year-End 
Closing Statement (F’MS Form 2108) agree with their detailed accounting records, and 

- monitor their BCA activity, in&~&g maintaining records of unreconciled differences, 
maintaining records that age the differences charged to the BCA, and developing plans 
to clear the account 

In addition to the above objectives, we believe agency auditors should estabhsh audit 
approaches which will ensure that they (1) determine the magnitude of the agencies 
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unreconciled differences iu absolute rather than net values in order to determine the 
effect of unreconciled differences on the agency’s financial statements, and (2) assess the 
validity of support for adjustments that agencies make to their F’und Balances with 
Treasmy accounts. 

When assessing the effect of unreconciled differences on F’und Balances with Tressury 
accounts, auditors should determine the magnitude of unreconciled differences by . . 
analyzing the “Statement of Differences” and BCAs in terms of their aggregate absolute 
values. Treasury’s summary reports of agency Statement of Difkrences and BCAs show 
net amounts rolled up for all tie separate Agency Location Codes, which can be 
numerous for large agencies. The roll-up and nettling of the charges and credits can 
signifititiy understate the total Werences in these accounts and the resulting potential 
misstatements of agency Fund Balances with Treasury accounts. For example, the 
governmentwide BCA activiv, reported for the 12 months ending March 31,1997, 
calculated in aggregate absolute values was about 20 times greater Ihan the reported net 
values. 

To a&s the valid@ of the adjustments agencies make to reconcile the Fund Balances 
with Treasury accounts, we believe auditors must sufkientiy test adjustments by 
examining the underlying documents supporting the adjustments. Bach unreconciled 
d.i%rence ox unsupported adjustment represents a potenti misstatement of collection or 
disbursement data, which, as previously mentioned, could materially affect the accuracy 
of various U.S. government financial reports, individual federal agencies’ fmancial 
statements, and the consolidated govemmentwide financial statements. 

In conjunction with the suggested objectives and approaches presented above, follow&g 
are suggested detailed audit procedures for agency auditors to consider in planning their 
audits of agency reconciliations of Fund Balances with Tkasury accounts. 

SUGGESTED AUDlT PROCEDURES F’OR 
FUND BALANCES WITH TREASURY ACCOUNTS 

The overall objectives of testing Fund- Balances with Treasury accounts are to determine 
whether (1) agency internal controls are adequate to ensure that monthly collection and 
disbursement actitity is reported accurately to the U.S. Treasury Financial Management 
Semice (FMS), (2) agency Fund Balances with Treasury accounts are materially correct, 
and (3) agencies are complying with existing Treasury and Office of Management and 
Budget (OMB) ~requiremer.ts related to Fund Balances with Treastuy accounts. 

The following are suggested procedures for testing the F‘und Balances with Treasury 
accounts. Auditor’s should not consider these procedures all inclusive. Specifically, 
these procedures do not include tests of Cash on Handknprest, Undeposited Receipt&, 
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Other Cash on Deposit accounts, and other agency related cash accounts that may be 
affected. It should also be noted that year- end confirmation of Fund Balances with 
Treasury accounts is not included as a suggested procedure. F’dr these accounts, 
Treasury confnmations do not provide independent audit evidence because Treasury does 
not maintain independent accounting records of each agency’s Fund Balances with 
Treasury accounts. 

These guidehnes are intended to provide the auditor with a framework for designing 
comprehensive tests of Fund Balances with Treasury accoun&. Auditors should use 
professional judgment in designing work programs for their particuhxr agencies after 
considering the planned levels of materiahity for the audit and the auditor’s judgment of 
the most effective and efficient method to achieve the speci6c audit objectives listed 
above. 

Procedures should be performed, when possible, in conjunction with other audit tests. . 
For example, many procedures may be performed in conjunction with agency cash 
collections and cashdisbursement tests. Others may be included as part of compliance 
testing. Although a sa3npling audit approach is suggested, the method of samphng and 
the sample size used should be determined based on the auditor’s judgment 

I. BACKGROUND INFORMM’ION 

To obtain an understanding of agency accounting and reporting requirements for the Fund 
Balances with Treasury accounts, obtain and read the following documentsz 

- Treasury Financial Manual, Volume L 

- OMBEFM Bulletin 96-03, Year-End Closing (and fiscdl year 1997 update). . 
- OMB Bulletin 9401, Form and Content of Agency FXnanciaI Statements. 

- OMB BuIletin 97-01, Formats and Instructions for the Form and Content of Agency 
Flrtancial Statements (effective for FY 1998). 

- Agency accounung policies and procedures for the Fund Balances with Treasury 
accounts. 

II. DOCU&NTA~ON 

To obtain the documents and financial reports necessary for testing the Fund Balances 
with Treasmy accounts, request the following documents from the agency: 
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- Copy of the appropriation legislation and U.S. Treasury Appropriation Warrants .(FMS 
Form 6200) for the fiscal year being azlited. _ . 

- List of active Agency Locations Codes (ALCs) used by the agency. 

- Agency monthly Statements of Transactions (Standard Form 224) or Statements of 
AccountabiIit@ikan%ctions (Standard Form 1219/1220 or l218/1221) for the fiscal year 
for each ALC. 

Statements of Differences @ ‘MS Form 6652) for each ALC for each month of the ;fiscsil 
year being audited. (Note: To obtain the universe of Statement of Differences, request 
the initial Statements of Differences issued by Treasury. Treasury issues monthly 
Statements of Differences for each accounting month (when differences are idenmed) 
and continues to send a statement for that month until the difference is cleared or 
transferred to the BCA. In order to identify the universe of initial differences reported 
by Treasury for each month of the fiscal year, obtain the Statement of Differences 
reports that have the same accounting date and audit date.) 

- Advice of Check Issued Discrepancy reports (FMS Form 5206) for each ALC for each 
month of the fiscal year being audited. (Note: This step applies only for agencies that 
submit Statements of Accountability~ctions, Standard Form 1219/1220, or 
121811221.) 

- Undisbursed Appropriation Account Ledgers @ ‘MS Form 6653) for the Budget Clearing 
Account (accounts F3878 & F3879) for each month of the fiscal year. 

- Year-end Closing Statement (FMS Form 2108). 

Obtain the following document from the U.S. Treasury F5nanci~ Management Service: 

- Undisbursed Appropriation Account Trial Balance @ ‘MS Form 6654) and Receipt 
Account Trial Balance (FMS Form 6655) for the last month of the fiscal year- (Note: _ 
The number of Undisbursed Appropriation and Receipt Account Ledgers wiIl vary by 
agency. In some cases, Treasury reports at the “sub account” level, which is a roll-up 
of AL& An agency may be divided into more than one “sub account” and receive 
several account ledgers.) 
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III. TESTING 

Beginning ADDrOpIktiOn Fund B&&es 

To veri@ that beginning appropriation and fund balances accounts are recorded properly 
in the general ledger, perform the following procedures 

- For the first year of an appropriation, trace amounts reported on appropriation .. 
warrants (FMS 6200) received from Treasury to beginning appropriation balances 
recorded in the ..$eneral Ledger Fund Balances wit31 Treasury appropriation accounts. 
Also, determine that, the warrant is valid by tracing it to the appropriation legislation 
that supports it (Note: Generally warrants are only issued in the &st year of the 
appro@iation.> 

- For other than the &t year of an appropriation, trace beginning balances recorded in 
the general ledger Fund Balances with Treasury accounts to audited ending balances 
of the prior fiscal year. 

Monthlv ReDorting to ?ikeasurv 

To determine the adequacy of the controls over collection, disbursement, anti adjustment 
amounts reported monthly to %zasury by agency ALCs, perform the following 
procedures: 

- Using the universe of Statements of Transactions obtained in Section II - 
Documentation, select a sample of Statements of Transactions (Standard Form 224) or 
Statements of Accountability!Iransactions (Standard Form l219/1220, or l2WlZ21) for 
the fiscal year being audited and perform the following procedures for each sample 
item. . 

- Trace monthly collection and disbursement amounts reported on these statements 
to amounts recorded in the agency’s general ledger. 

- Trace any prior ueriod adiustment amounts reported on these statements to 
supporting document&on and verify the validity of the adjustment 

- Trace Budget Clearing Account (BCAI adiustment amounts (identised by account 
symbols MS78 & F3879) to supporting documentation and verify the validity of the 
adjustment 

- Trace Check Issued Discrenancv adiustments, if applicable, to supporting 
documentation and verify the validity of the adjustment (Note: Applicable only to 
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agencies that report collections and disbursements on Statements of 
AccountabilityAYansactions (Standard Form 1219/1220, or 121Wl221). 

Reconciliation of Fund Balances with Treasurv 

To determine that the agency is properly~reconciling its Fund Balances with Treq 
accounts, perform the following procedures: 

- From the universe of Statement of Differences (FINS Form 6652) obtained in Section II 
- Documentation, select a sample and obtain the documentation supporting the 
reconciliations for each sample item, and, 

I - reiew the supporting documentation to determine if differences were adequaMy 
researched and resolved (i.e. underlying &uses at transaction level were 
determined); ‘knd 

- for adjus@nents, if any, resulting from the reconciliation, (a) trace the MaI amount 
of adjustments to the subsequent month Treasury reports (Standard Form 224, 
1219/1220, or 1218/1221) to verify that the adjustments were properly reported, and 
(b) trace adjustments to the agency general ledger accounts to verify that the 
a@stments were properly recorded. 

- For agencies which use Statements of Account&ilily/Transactions (Standard Form 
1219/1220, or 1218/l221), select a sample of Advice ,of Check Issued Discrepancy 
reports from the universe obtained in Section II - Documentation, and obtain 
documentation supporting the reconciliation for each sample item, and, 

- review the supporting documentation to determine if differences were adequately 
researched and resolved (i.e. underlying causes at transation level were 
determined); and 

- for any adjustments resulting from the reconciliation, (a) trace the adjustments to 
the subsequent month Tressury reports (Standard Form 224, 1219/1220, or 
12184221) to verify that the adjustments were properly reported, and (b) trace 
adjustments to the agency general ledger accounts to verify that the adjustments 
were properly recorded. I 

Unreconciled Differences 

To determine whether agencies are adequately tracking and monitoring unreconciled 
differences reported by Treasury, perform the following procedures: 
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Inquire whether the agency has a process/system for maintaining detailed records of 
unreconciled Statements of Differences @MS Form 6652) that are less than 6 months 
old and monitoring subsequent resolution of these differences. 

Jnquire whether the agency has a process/system for maintaining detailed records of 
large unreconciled differences (i.e., dif%rences greater than $5 million that are never 
posted to the BCA) and monitoring subsequent resolution of these differences. * 

Inquire whether the agency has a process/system for maWaM.ng detailed records of 
unreconciled Budget Clearing Account @CA) differences and monitoring subsequent 
resolution of these di&ences. 

h~quire whether the agency has a process/system for evaluating the age of 
unreconciled items and determine the average tie it takes to clear BCA items. 

Based on auditor’s judgment, assess the adequacy of the above processes/systems in 
place. 

Treasurv Year-End Account Balances 

To determine if agency and Treasury records agree for collections and disbursements 
made throughout the year, perform the following procedures: 

. 

- Use the Year-End Undistributed Appropriation Account Trial Balance @ ‘MS Form 
6654) and Receipt Account Trial Balance @ ‘MS Form 6655) obtained fiorn Treasury 
and, 

- trace appropriation, fund, receipt, and BCA balances on these account ledgers to 
the balances in the agency’s general ledger, 

- verify that the balances reported by Treasury have been recorded in the agency’s 
General Ledger; and 

- verify that any differences between the balances reported on FMS Form 6654 and 
FMS Form 6655 and in the agency’s general ledger were properly reconciled by the 
agency and verify #at the necessary accrual adjustments were recorded. 

Unreconcikd Differences at Year-End 

To determine the extent of unreconciled differences at year-end and the impact on the 
agency Fund Bakutces with Treasury accounts, perform the following procedures: 
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- Obtain and retiew unreconciled Statement of Differences @ ‘MS forms 6652) and BCA 
differences @ ‘MS Form 6653) at year-end (Note: Differences. charged to the BCAs are 
reported on the monthly Undisbursed Appropriation Account Ledgers-F’MS Form 6653, 
accounts F3878 and E3879), and 

- identify differences that were resolved subsequent to year-end and verify that the 
appropriate accrual adjustments were made to the agency Fund Balances with 
Treasury accounts and properly reported to Treasury as of the end of the ikcal 
year, 

- assess the mater%iJity of unreconciled Statements of Differences and BCA amounts 
outstanding at year-end (at absolute value) and determine the impact on the ending 
F’und Balances with Treasury and other account balances; and 

- propose appropriate adjustments, if necessary. 

Year-End Closing Statement 

To determine that pre-closing balances reported by Treasury on the Year-End Closing 
Statement (FMS Form 2108) agree to the amounts recorded in the agency Fund Balances 
with Treasury accounts, perform the following procedures: 

- Trace appropriation and fund balances reported by Treasury on FMS Form 2108 to 
agency general ledger account balances at year-end. 

Financial Statement Disclosure 

To determine whether agencies are properly disclosing Fund &lances with Treasury 
accounts in accordance with applicable accounting standards and OMB reporting 
requirements, perform the following procedures: 

- Verify-that material unreconciled differences and Budget Clearing Account difkences 
are disclosed and explained in the notes to the agency’s financial statements. 

- Verify that unreconciled differences that were written off by the agency during the 
fiscal year are disclosed in the notes to the ftnancial statements. 
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